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POLITICAL SCIENCE 

QUARTERLY 

THE SIGNIFICANCE OF THE WISCONSIN 
INCOME TAX 

FOR many years expert opinion in the United States has 
strongly condemned the state income tax. Despite the 
voice of authority, however, the legislature of Wisconsin 

passed an income-tax law in I9 II, which has since stood the 
test of two assessments. 

The Wisconsin income tax originated in an effort to find an 
equitable and efficient method of personal taxation. The opera- 
tion of the general property tax has been steadily transforming 
it into a real tax-a tax on things rather than on persons. 
This tendency was believed in Wisconsin to be not altogether 
salutary. The property of many persons of wealth is situated 
in jurisdictions other than that in which they reside. These 
people, it was thought, owe some fiscal allegiance to the juris- 
diction in which their persons are protected and their children 
are educated. The tax on property did not meet the require- 
ments of the situation and, after the necessary constitutional 
amendment had been secured, a graduated income tax was 
adopted as the most available supplement to the system previ- 
ously in force. The law was approved in July, I9I I, and went 
into effect the following year. The first assessment, therefore, 
was made in I 9 I 2, based upon incomes of 1 9 I I.11 

The Wisconsin law is applicable to persons living in Wis- 

' For further details regarding the history and operation of the Wisconsin income 
tax see the Report of the Wisconsin Tax Commission, I9I2, Chapters 3 and 4; K. K. 
Kennan, Wisconsin Income Tax Report, Yournal of Economics, November, I9II; 

T. S. Adams, The Wisconsin Income Tax, American Economic Review, December, 
loll. 
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consin, to business transacted there and to income derived from 
property within the state. Where the business is taxed in Wis- 
consin any partner or sharehblder residing in Wisconsin is ex- 
empt in his personal return from income taxed directly to the 
partnership or corporation. The rates are progressive, rising 
in the case of individuals and partnerships from one per cent 
on the first $I000 of taxable income to six per cent on taxable 
income over $I2,000. For corporations the rate rises from 
two per cent on the first $I000 of taxable income to six per 
cent on income over $6ooo. The incomes of wife, husband 
and children under eighteen years of age are grouped together 
and the following deductions are allowed: $800 for an indi- 
vidual, $I200 for man and wife and $200 additional for each 
child entirely dependent upon the taxpayer for support. No 
deductions are provided for partnerships and corporations. 
Educational and benevolent institutions not conducted for 
pecuniary profit are exempt from the tax, as are insurance 
companies and all those public utilities which pay taxes directly 
to the state government. The yield of the tax is, of course, 
greatly affected by this withdrawal of insurance companies, 
steam railways, street railways and all gas and power companies 
associated with street railways. Since the first assessment, 
banks and trust companies have likewise been exempted from 
the income tax. This exemption is due to the fact that the in- 
come of most of these corporations is given proper weight in 
fixing assessments under the ad valorem tax imposed by the 
state government. Moreover, in the case of practically all of 
these corporations, the personal property tax would be suffi- 
cient to cancel the income tax. For it is provided by the 
statute that any personal property tax may be used as an 
offset or credit against the income tax. Thus a man with an 
income tax of $ioo and a personal property tax of $70, pays 
his personal property tax and only $30 as income tax. It 
was found impracticable to make the income tax a complete 
substitute for the tax on personal property. On the passage of 
the income-tax law, however, all moneys and credits, house- 
hold goods and farm machinery were exempted from taxation, 
thus leaving subject to the property tax only a few kinds of 
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personal property, the most important of which are farm ani- 
mals and the stock of merchants and manufacturers. 

The administration of the tax is highly centralized, the assess- 
ment of corporations being made by the tax commission, and 
the assessment of partnerships and individuals by assessors of 
incomes appointed by the tax commission in accordance with 
civil service requirements. But the income tax is still pre- 
dominantly a local tax. The administration only is centralized. 
The state government gets only ten per cent of the revenues 
collected and pays all expenses. Twenty per cent goes to the 
county government and seventy per cent to the town, city or 
village in which the tax is collected. 

The first assessment was completed in the autumn of 19I2. 

It naturally aroused no little irritation and the income-tax law 
was made the principal point of attack in the gubernatorial 
campaign which followed. But the attack failed. Governor 
McGovern, who made it his chief issue, was reelected, and in 
the legislature of I9I3, practically no effort was made to touch 
the income tax except to strengthen and improve it. The fiscal 
results of the first assessment may be briefly and rather baldly 
described as follows: (a) The total income assessed amounted 
in round figures to $I00,000,000 and the income tax to 
$3,472,880, of which tax 68 per cent was assessed to corpora- 
tions and 32 per cent to firms and individuals. The average 
tax rate upon corporations was 5.4 per cent and upon indi- 
viduals I.96 per cent. (b) The tax was much more productive 
in urban than in rural districts, 42 per cent of the entire tax 
being assigned to Milwaukee alone. Comparatively few farmers 
and laboring men were found to be subject to the tax, the ex- 
emption which for man, wife and three children amounts to 
$i 8oo-relieving these classes almost entirely of income taxa- 
tion. The tax is borne for the most part by the more prosper- 
ous business and professional elements of the city communi- 
ties. (c) Of the $3,472,880 assessed in I9I2, $I,628,3I8 had 
been paid into the public treasury at the end of the collection 
season, $411.863 remained due and collectible on delinquent 
rolls, and $I,432,700 had been offset or canceled by payments 
of the personal property tax. The uncollected tax represents 
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for the most part amounts which have been deliberately with- 
held by responsible companies pending judicial decision of a 
number of disputed points. (d) The cost of administering the 
tax in the first and probably most expensive year of its opera- 
tion was $94,832. From this, however, should be subtracted 
at least $54,000, representing the equivalent of salaries previ- 
ously paid to certain officers whose work has been taken over 
and better performed by the assessors of incomes. The net or 
real cost of the income tax was, therefore, in round figures, 
$40,000, making the tax one of the least expensive direct taxes 
anywhere collected. 

The greatest discovery of the Wisconsin income tax is the 
non-political assessor of incomes. The law requires assessors 
of income to be selected in accordance with civil-service re- 
quirements and without regard to political affiliation. Among 
the forty-one assessors of incomes there are republicans, dem- 
ocrats, socialists and single-taxers. The highest salary paid 
is $3,6oo a year; the lowest $800; the average almost exactly 
$1200. The assessors are appointed and subject to dismissal 
by the tax commission. They serve for a term of three years. 
They have been strongly supported by the commission in their 
work and earnestly urged to a thorough enforcement of the law. 
They have responded intelligently and not only have impressed 
the people of the state with their tact and firmness but 
have convinced them that the law is to be enforced just as 
written. It is very largely their work that has made the in- 
come tax a success. With the property tax they have wrought 
something in the nature of a revolution. 

Wisconsin had, from I 903 to I9II, county officers known as 
supervisors of assessment, appointed by the various county 
boards and exercising a general supervision over local assess- 
ment work, which now as then is performed by locally elected 
assessors. The county supervisors, appointed by the county 
boards and dependent upon such boards for their retention, did 
not accomplish much. They were timid and for the most part 
ineffective. Placed upon a civil service basis by the income- 
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tax law and urged by the tax commission to a tactful but firm 
and vigorous enforcement of the law, they have in the last two 
years effected a remarkable improvement in the assessment of 
real and personal property. At considerable trouble the Wis- 
consin Tax Commission secures very trustworthy estimates of 
the ratio of assessed value to the true value of property. In 
I9IO property was assessed generally throughout the state at 
6i per cent of its full value. The assessors of incomes had 
only a few months to work in I9II, but they raised this ratio 
to 65 per cent in that year and to 73 per cent in 1912. In 
1913, although the complete figures are not available, it is 
practically certain that the ratio will be not less than 83 per 
cent. In many taxing districts throughout the state there is 
now for the first time on any wide scale a full value assessment. 
Those who know how effectually a full value assessment tends 
to equalize the individual assessments, and how difficult it is to 
get such assessments, will realize the importance of the step 
which has been taken. 

In a degree heretofore unknown the local assessors have 
called for assistance upon the expert agents employed by the 
state tax and railroad commissions. The appraisal of mines, of 
the terminal properties of railroads and of minor public utilities 
subject to local assessment, as well as of the larger and more 
difficult forms of manufacturing business, is coming to be in 
increasing degree the joint work of local assessors and state 
experts. The county equalizations, i. e., the division of the 
county tax among the political subdivisions of the country, 
which calls for an assessment of all county property on the 
same basis, are now, in effect, being made by the assessors of 
incomes; whereas a few years ago they were largely influenced 
by political considerations, sectional jealousies and guesswork. 
In this way the expert agencies of the state government are 
economically and efficiently brought to the aid of the local as- 
sessors. The state cooperates with the local assessor; it does 
not supplant him. It is a system which, as it is perfected, may 
combine uniformity with elasticity; which may start with the 
locally elected assessor and yet give proper scope to centraliza- 
tion and expert aid through the cooperation of the state com- 
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mission. It avoids the defects both of excessive centralization 
and excessive decentralization. For this result both the state 
commission and the income-tax law are to be credited. Theo- 
retically it might have been secured in the absence of the in- 
come tax by making the supervisors of assessment state officials. 
Practically, however, the stimulating rigors of the income tax 
were required to make the people see and feel that the greatest 
need of the tax system was a set of officers not dependent for 
the retention of their offices upon the favor of the people whom 
they assess. The appointment of a body of protected tax offi- 
cials marks a new epoch in the fiscal history of the state of 
Wisconsin, possibly in that of the United States. 

II 

Closely connected with the results stated above are a num- 
ber of important conclusions, very difficult to prove, yet which 
are hardening gradually into tenacious convictions in the minds 
of those who have had to do with the administration of the in- 
come tax: 

(a) First of all is the feeling that the "' protected assessor" 
is the most vital part of the whole tax system; that with him all 
things-even general property taxes perhaps-are possible; and 
that without him all is chaos. 

(b) The income tax is as easy to administer as is a tax on real 
estate. This may sound revolutionary; none the less it is be- 
lieved to be true. In the majority of cases a man's income is 
more easily determined and measured than is the value of his 
property, particularly if you secure his cooperation in the work 
of appraisal. Income is less tangible than property, but if we 
except farming properties and one or two allied classes of occu- 
pations the range of uncertainty in the measurement is usually 
less. Income is measured after the transaction is consummated. 
The amount received, with the proper exemptions and deduc- 
tions provided by law, is the proper measure of the taxpayer's 
liability. What his real estate is worth, however, is a mere esti- 
mate- an estimate of estimates-really determined by estimat- 
ing what other men will estimate to be its worth. Business 
property, moreover, must be valued as part of a going concern. 
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The point under discussion is too large to be settled here. 
What is asserted with some confidence is that the intrinsic diffi- 
culty of computing or appraising income, as compared with the 
difficulty of appraising capital value, has been grossly exagger- 
ated, particularly when the co6peration of the taxpayer can be 
secured. 

(c) And in the great majority of instances his cooperation 
can be secured. The American taxpayer is the most maligned 
creature in all the annals of fiction. He has been compared, 
confused and used synonymously with the liar. As a matter of 
fact, when confronted with an equitable tax and a fearless as- 
sessor, he is amazingly honest. Corporations are included in 
this characterization. The great majority, both of individuals 
and of business concerns, tell the truth. In the opinion of 
those who administer the Wisconsin income tax, about ten per 
cent will equivocate, twist the truth or flatly lie, according to 
their legal learning, their skill and daring. The rest, with a 
reasonable amount of prompting and supervision, will make fair 
returns and can be counted upon to lend their own knowledge 
and assistance towards the determination of a fair assessment. 
It is the locally elected property assessor, bent on conciliating 
voters and on keeping his own underpaid job, who has demoral- 
ized the American property tax and made it in the past a by- 
word for chicanery, inefficiency and inequality. 

(d) Equally misleading, if Wisconsin experience can be 
trusted, are the catch-phrases "eself-assessment is poor assess- 
ment " and " don't tax anybody for anything that can move be- 
cause it will move." It is true, of course, that a tax which is 
left completely to the taxpayer for assessment will be " left" 
there. There is, however, no truth in the contention that the 
taxpayer cannot be made and ought not to be made to cooper- 
ate in the fixing of his own assessment. It is equally untrue 
that taxes should be levied only on those tangible things which 
the assessor can see and appraise without the help of the owner 
or taxpayer. The taxpayer ustually knows better than does any 
one else the amount of his income and the value of his prop- 
erty. Nearly always he has in his possession data by which 
these questions can be determined. In the past far too little 
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use has been made of the taxpayer and the facts which he can 
contribute. This is true of Wisconsin at least. The income 
tax has opened the eyes of the Wisconsin authorities not only 
to the honesty of the average taxpayer, but to the extent to 
which he can be depended upon, if properly approached and 
supervised, to assist in appraising his own property or income. 
The declaration of the taxpayer is the most natural, effective 
and helpful starting point in the administration of any direct 
tax. It could be used with great advantage in the assessment 
of real estate, if taxpayers were conivinced in advance that there 
was going to be a full assessment of all property on the same 
basis. 

The single-tax catchword with regard to the " moving" effect 
of taxes seems, in the light of Wisconsin's experience, particu- 
larly untrue. Discriminatory taxes may drive business away 
and excessive taxes may have the same result; but reasonable 
taxes, imposed and administered in a spirit of equity, move 
almost no property or business and few people, beyond a small 
number of curmudgeons for whose absence any community 
would breathe more freely. In the heated political campaign 
which followed the first assessment of the income tax, the 
statement was freely made that business enterprises were leav- 
ing the state on account of the income tax. Diligent effort was 
made to ascertain the facts, but not a single instance was found 
in which an industry had left the state on account of the income 
tax, or had failed to locate in Wisconsin because of the tax. It 
was discovered that in several instances the income tax had been 
considered by prospective investors and in on4 case that the in- 
come tax, along with other factors, had deterred a group of in- 
vestors from making one use of a water power in the state 
which was, however, later employed for another purpose. In 
short, the income tax exercised practically no appreciable effect 
upon the location of industry. Taxes are ordinarily a minor 
element in the decision of this question. Whether in the long 
run industry will be appreciably affected by the imposition of 
income taxes in the state can, of course, be determined only by 
a longer experience; but the people of Wisconsin will probably 
be little influenced in selecting their system of taxation by ap- 
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prehensions which in the past have been so skillfully played 
upon by certain classes of interested taxpayers. The natural 
wealth of the state cannot run away, and the industry which 
cannot or will not stand fair taxes is in the long run a source of 
weakness, not of strength. The political atmosphere will be 
more wholesome and the general level of welfare and of real 
wealth will be higher for the absence of industries which are 
unwilling to contribute when their earnings are high. 

III 

It has been said by an able critic of state income taxation 
that no income tax can succeed among English-speaking people 
which does not make extensive use of collection at source, and 
that collection at source is not possible with a state income tax. 
If by " collection at source" is meant collection direct from 
corporations, joint-stock companies and copartnerships, then 
the Wisconsin income tax makes considerable use of it, inas- 
much as 68 per cent of the entire tax was assessed to corpora- 
tions alone, and to corporations and copartnerships more than 
75 per cent. Moreover, the Wisconsin tax provides for the 
extensive collection of information at source. What is out-go 
to taxpayer A is income to taxpayer B. With respect to 
wages, salaries, rents and interest paid out, all taxpayers are 
required to list the names and addresses of the payees, and 
the income-tax returns of the latter are checked to ascertain 
whether the corresponding income has been properly reported. 
This device has proved exceedingly helpful and has gone far to 
negative the criticism that in state income taxes proper use 
could not be made of collection at source. 

The Wisconsin authorities have, of course, no way of meas- 
tiring the exact amount of interest and dividends from foreign 
corporations or other extra-state sources which is received and 
not reported by Wisconsin residents. But all indications point 
to the conclusion that this kind of evasion is not at all serious. 
Information about the receipt of such income is constantly 
being received from various quarters, and upon checking the 
returns of the recipients in question they have almost without 
exception been found to be correct. In short, most of the 
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income of the people of Wisconsin is received from sources 
within the state, and the remainder is adequately known through 
the common honesty of the average citizen. Collection at 
source is a convenience and an added element of strength. It 
is not a necessity, and critics who have built destructive argu- 
ments upon the alleged impossibility of incorporating the device 
in state income taxation should have learned as much from ex- 
perience on the continent of Europe. 

IV 
A real difficulty has been encountered in the proper assess- 

ment of business concerns transacting business within and with- 
out the state. The amended law on this subject provides: 

In determining taxable income, rentals, royalties, and gains or profits 
from the operation of any mine, farm or quarry, shall follow the situs 
of the property from which derived, and income from personal service 
and from land contracts, mortgages, stocks, bonds and securities 
shall follow the residence of the recipient. . . . With respect to other 
income persons engaged in business within and without the state shall 
be taxed only upon such income as is derived from business transacted 
and property located within the state. 

The definite allocation of certain sorts of income to the juris- 
diction in which the property is situated or in which the com- 
pany has its place of business considerably narrows the problem 
in question. Furthermore, in a large number of the remaining 
industries, a separate accounting for the Wisconsin business 
may be accurately and naturally made. In the latter case the 
problem is simple. But there remains a considerable number 
of important industries in whiich Wisconsin's share of the net 
income must be computed by a process of general apportion- 
ment which is at times both intricate and perplexing. Fortu- 
nately the task has been lightened by the fairness and co6pera- 
tive spirit displayed by the great majority of the business 
concerns involved, most of which are corporations.! And as 

1 Either the great majority of corporations have been greatly maligned in the past 
or the corporate spirit and point of view have been wholly transformed in the last 
few years. Intimate contact with many large corporations makes one an optimist on 
the question of present-day business mtorality. 
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each case is taken up and thoroughly threshed out, the prob- 
lem shrinks, because when a definite status is once reached, it 
will usually serve for many years. The task of dividing or 
apportioning the income of companies engaged in business 
within and without the state is therefore one of the real diffi- 
culties of a state income tax; but the problem presented by this 
difficulty is not a major one, and with proper administrative 
effort tends to become less irritating and formidable with each 
successive assessment. 

Closely related to the foregoing is the problem created by the 
distributing or trading subsidiaries of the great industrial cor- 
porations. Almost every important American corporation to- 
day controls a subsidiary which takes out the licenses in states 
other than that in which the parent company is incorporated. 
The subsidiary is almost always capitalized at a very low figure 
in order that the licenses or foreign corporation fees, whose 
amounts are usually based upon capital stock, may be as low as 
possible. These subsidiaries usually act as the selling or dis- 
tributing branches of the parent corporation; and the relation 
between parent and child is often of the most artificial kind. 
In most cases, though with some important exceptions, pro- 
ducts are turned over to the subsidiary at prices high enough 
to assign all the real profit to the parent concern. 

This practice creates a real and trying problem which the 
state income tax must solve. It has not, however, proved a 
serious impediment in Wisconsin. The cases are not numerous. 
The relations between manufacturing and distributing depart- 
ments of corporations are in some instances so natural and fair 
that the reported net income of the subsidiary represents ex- 
actly what the state seeks to tax. Again, in most of the cases 
in which the relationship is wholly artificial, the corporations 
have acknowledged this fact without dispute and have acqui- 
esced in the fusion of the two concerns for purposes of income 
taxation. Finally, Wisconsin has its fair share of such parent 
corporations, and in these cases the shoe pinches the other 
foot. Such instances simply accelerate the willingness of the 
corporations concerned to discard legal fictions in favor of the 
underlying economic facts. The evil possibilities of the " trad- 
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ing subsidiary" are great, but they are as yet-from the stand- 
point of state income taxation-mostly possibilities, and will 
probably never prove to be beyond the control of state taxing 
authorities. 

A related legal problem should be considered at this point, 
not because it has up to the present time created any real diffi- 
culty in Wisconsin, but because of its sinister possibilities. 
The problem includes the ascertainment of what income may 
properly be said to be derived from interstate commerce, and 
the question whether the state may tax such income or may 
impose a tax in accordance with or in respect to it. 

Owing to the exemption of railroads and other public utili- 
ties from the income tax, the most obvious applications of this 
problem do not arise in Wisconsin; and it has up to the present 
time given very little trouble. But let us suppose the case of a 
Wisconsin factory whose products are all sold in other states. 
Many lawyers regard such sales as interstate commerce and 
hold that the state may neither tax the income derived from 
them nor impose a tax with respect to or measured by such 
income. Similar cases are now before the courts, but, tempt- 
ing as would be the discussion of the interesting sloctrines in- 
volved, it would be unprofitable to discuss the point now. But 
if the states are deprived by the federal law of the power to 
impose taxes on residents measured by income derived from 
sales to residents of other states, it will seriously cripple and 
perhaps wholly emasculate the state income tax. 

V 

More important than the difficulties discussed in the preced- 
ing paragraphs, because more numerous and more general, are 
the questions concerning depreciation, amortization, depletion 
and losses which occur perhaps in the majority of income-tax 
returns. These questions, all of which are necessarily involved 
in the proper definition or determination of net income, consti- 
tute the very stuff of which the real problem of income taxation 
is made. To discuss them adequately here would be impossi- 
ble. But a general verdict concerning them can be announced 
with some confidence. They present serious problems, irritat- 
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ing to taxpayers and involving an endless amount of supervision 
on the part of assessors. The items are essentially intangible. 
Their determination is wholly dependent upon human judgment. 
No solution can be " absolutely right" or " absolutely exact." 

Serious as are these difficulties, they are far from sufficient 
in the aggregate to destroy the usefulness of the income tax or 
even seriously to embarrass its operation, provided of course the 
tax is administered by conscientious and industrious men. They 
are inherent as well in direct ad valorem taxation. They are 
not fatal to the success of the income tax; first, because the 
margin of possible difference in varying estimates, while impor- 
tant, is restricted in range. Secondly, the difficulties diminish 
with each successive assessment. Questions of depreciation 
and losses are always greater the first year ar. income tax oper- 
ates than they are thereafter. Old accounts may have accumu- 
lated or insufficient depreciation have been written off in the 
past, and the income tax affords an inducement to inaugurate a 
more stringent policy and to write off claims or properties that 
should have been taken care of years before. Fortunately in 
one sense, the difficulties as frequently relate to when the de- 
preciation or loss may properly be claimed as to the amount of 
such depreciation or loss. If the claim is disallowed by the 
taxing authorities one year, it may properly be brought up 
again when the evidence is stronger. If allowed in one year, 
the claim is finally disposed of and usually does not arise again. 
The element of continuity or compensation in income taxation 
-the possibility of readjustment and correction in subsequent 
years-is one which places the income tax in a position of de- 
cided superiority over the property tax. Thirdly, there are 
natural checks on these deductions, particularly in the case of 
depreciation. A corporation has to make reports to its stock- 
holders, to the banks, to the insurance companies, which must 
harmonize with its reports to the assessor. This operates to 
keep such claims within proper limits. Finally, the element of 
compensation referred to makes it possible and equitable to dis- 
pose of many of these questions by general rules. The de- 
preciation on a certain type of machine, for instance, may be 
fixed by a general rule at twelve and one-half per cent a year, 
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suggesting on the straight-line basis a life of eight years. Sup- 
pose the machine actually has to be replaced in seven years. 
The balance of the cost not written off may be taken care of 
properly at the end of the period. Per contra, the life of a 
mine may be underestimated and the depletion allowance be 
completed before the mine is really exhausted. If so, the deple- 
tion allowance simply stops and the state assesses the whole net 
profit at the end of the period-a consummation not so exact 
or satisfactory as it should be, but still reasonably satisfactory. 

The difficulty of computing net income is at its worst, per- 
haps, with farmers, most of whom have some income in kind 
or produce which is theoretically taxable, and most of whom 
take a large part of their earnings or compensation in a very 
real but exceedingly intangible appreciation in the value of 
their farms. This is a real but in many respects a minor ob- 
stacle to the satisfactory operation of the income tax; first, be- 
cause with the exemptions provided in the Wisconsin act-and 
they are not excessive-few farmers would be subject to any 
tax, even though their accounts were kept with absolute ac- 
curacy; and second, because almost all the income tax goes 
back to the political subdivision in which it is collected. If a 
rural town, therefore, has no taxable income within its borders 
it gets little benefit from the income tax. Seventy per cent of 
the proceeds of the tax go to the local district, and the twenty 
per cent which goes to the county comes back to the local sub- 
divisions, to a large degree, in the form of reduced county 
taxes. The rural district benefits slightly by the twenty per 
cent which goes to the county. It contributes less to this quota 
than it receives in the reduced county tax on property; but the 
difference is slight and is probably not unjust, because after all 
the greater share of tax-paying ability is found in the cities. 
This is particularly true of that form of personal ability which 
the income tax is specifically designed to reach. Moreover, 
under the personal property tax the ratio of assessed to true 
value is higher in the country than the city districts; and real 
estate which is relatively well taxed everywhere, constitutes a 
much larger share of the total wealth of the farmer than of the 
city man. While it is true, therefore, that the income tax 
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works better in the city than in the country, it is also true that 
the defect is a small one and is counterbalanced by defects of 
the property tax working in the other direction. The two 
taxes are mutually corrective. 

VI 

The insignificant yield of the income tax in rural districts 
raises sharply the question whether or not the income tax has 
proved a successful substitute for the personal property tax. 
No categorical answer to this question can be given. The in- 
come tax produced in the first year several times as much as 
the revenue formerly collected from the important classes of 
personalty exempted when the income tax took effect. In the 
larger cities, moreover, the income tax produced enough to 
warrant the immediate exemption of all personal property from 
taxation. On the other hand, in the smaller cities, villages and 
rural townships, the yield of the income tax is, except where 
there are important mines or factories, almost negligible. 

In farming districts at the present time personal property 
represents only about ten per cent of the total assessment, and 
the yield of the income tax is small. In the vi'lages and 
smaller cities personal property constitutes about 30 per cent 
of the entire assessment, and the revenue from the income tax 
is again insignificant. In the larger cities, however, while per- 
sonal property constitutes from 25 to 30 per cent of the total 
assessment, the yield of the income tax is large. From this 
statement it is apparent that the personal property tax might 
be abandoned without any substitute in the farming districts, 
and that the income tax would fill the place of the exempted 
personal property tax in the larger cities; but in many of the 
towns, villages and smaller cities, probably in most of them, the 
abolition of the personal property tax would cause a decided 
increase in the tax rate on real estate. Unfortunately, also, the 
very places in which the personal property tax is most im- 
portant and the income tax least important are those places in 
which land values are least affected by the influences which 
give rise to the so-called " unearned increment." In these 
jurisdictions real estate is least able to bear the entire burden of 
taxation. 
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The Wisconsin Tax Commission has twice recommended to 
the legislature the abolition of the personal property tax; and 
the legislature in retaining the tax on merchants and manufac- 
turers' stock, farm animals and other forms of tangible personal 
property was influenced not by any desire to preserve the per- 
sonal property tax but by prudent resolution to test out the in- 
come tax before relinquishing present sources of revenue. In 
the writer's opinion this action of the legislature was wise; and 
it will probably be many years before the personal property tax 
can be entirely abolished in Wisconsin. Under the circum- 
stances it seemed to be the wisest alternative to make provision for 
such elasticity in the tax system as would permit some localities 
to do away with the personal property tax, allowing other juris- 
dictions, which find its abolition impracticable, to retain it. 
Accordingly, there was introduced in 19I3 and passed in both 
houses of the legislature an amendment to the constitution of 
Wisconsin sanctioning a scheme of limited local option. 

The proposed amendment, which must pass another session 
of the legislature and then be ratified by popular vote before it 
can become effective, is quoted below. It will be noted that it 
does not give the local governments power to exempt property 
from county and state taxation, but leaves each jurisdiction in 
limited control of its own taxes-the state to say what forms of 
property shall be subject to the state tax, the county to deter- 
mine what forms of property shall be subject to the county tax, 
and the town or city to decide what forms of property shall be 
subject to local taxation. This is really home rule. The 
trouble with many home-rule amendments introduced in the 
past is that they have proposed to permit the smaller unit to 
dictate the policy of the larger unit by authorizing local sub- 
divisons to exempt property from all kinds of taxes-state, 
county and local. The proposed amendment is as follows: 

The legislature shall have power to authorize counties, towns, cities 
and villages, by a vote of the electors therein, to exempt from taxa- 
tion, in whole or in part, designated classes of property; but the value 
of such property exempted by any county shall be included in the 
assessment and equalization for state taxes, and the value of such 
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property exempted by any town, city or village, shall be included in 
the assessment and equalization for state and county taxes. 

If this amendment passes, Wisconsin will have reached the 
principal goal toward which the income tax constitutes the first 
and most important step. It is not believed that the intro- 
duction of the federal income tax will seriously interfere with 
state income taxation. Why should it? The federal income 
tax replaces regressive customs taxes, and the state income 
tax replaces defective property taxes. No new burden is 
created. The old burden is simply redistributed from the 
shoulders of those less able to pay over to the shoulders of 
those more able to pay. The individual who has no income 
above the minimum of subsistence and the business concern 
which makes no profit are not called upon to pay the income 
tax. Within reasonable limits it would seem that we could 
hardly move too fast in this direction of relieving from taxa- 
tion consumption, property and business, as such, and plac- 
ing an equivalent burden upon the successful people and busi- 
ness concerns of the community. And there is every reason to 
believe that the two taxes will be mutually helpful from an ad- 
ministrative standpoint. In Wisconsin the income tax rolls are 
public records-and incidentally it may be said that they attract 
little attention and produce none of the awful consequences so 
often predicted. The federal officials will find the state income 
tax rolls of material assistance in their work. As a return 
courtesy the corporation assessments of the federal government 
will be thrown open to the properly accredited officers of any 
state government imposing a general income tax.' This is the 
beginning of a fruitful cooperation between state and federal 
governments which when consummated will vastly improve our 
system of commonwealth taxation. 

T. S. ADAMS. 
UNIVERSITY OF WISCONSIN. 

I The new income tax act contains in paragraph D of section g, the following pro- 
vision: "1 Provided further, that the proper officers of any state imposing a general 
income tax may, uipon the requiest of the governor thereof, have access to said returns 
or to an abstract thereof, showing the name and income of any such corporation, 
joint stock company, association or insurance company, at such times and in such 
manner as the Secretary of the Treasury may prescribe." 
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